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ABSTRACT
According to many members of the public, the primary effects of various policies are their
impacts on jobs. Mostly such arguments rest on whether it is believed that a policy will
increase or decrease spending. Variations on this point can be heard in discussions of issues as
varied as immigration, the minimum wage, policies towards corporations, and international
trade. However, centering the discussion on the effect on spending is remarkably misleading,
as other methods of optimizing the amount of spending in the economy exist. The economic
effects of these policies must always begin with how they affect economic growth and
efficiency, and any spending effects are wholly tertiary. Since such arguments span across the
political spectrum, it is best to call a ceasefire, however intuitive the arguments appear.

Ryan H. Murphy is an Adjunct Economist at the Beacon Hill Institute. He received his PhD in
Economics from Suffolk University in 2013. His research interests include Public Policy and Behavioral
Economics.
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Introduction
The views of economists and the public
diverge on what should be the centerpiece of
economic policy. The public’s mind is always
on job creation – how many jobs will that
bridge project create? How many jobs will a tax
cut create? Economists think foremost about
efficiency and growth – how can we produce
greater creature comforts out of the scarce
resources available? However, economists fully
understand people want gainful employment
and going without a job causes great individual
hardship.1
This difference in emphasis is best
understood by comparing how the public and
economists approach policy issues. A common
defense of the minimum wage, for example, is
that it puts purchasing power into the hands of
the public, which leads to more spending and
therefore more jobs. The kernel of truth in this
train of thought is completely understood by
economists. But it’s not the whole picture and
probably overlooks the real economic
implications of the minimum wage. For
efficiency and growth, the question is whether
we are using the optimal amount of labor in the
correct industries and for the correct tasks.
There are simply better ways of addressing
inadequate spending in the economy.
Ultimately, economists bring more
clarity to the debate. Whereas the public
continues to conflate them, economists have
done a better job separating the two competing
issues. One is whether there is the correct
amount of spending going on in the economy.
The other is whether the rules we have in place

The manner in which the public continually
emphasizes jobs over growth is ubiquitous enough
for economists to see it as a bias of the public. See
Bryan Caplan, 2007, The Myth of the Rational Voter,
Princeton: Princeton University Press.
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lead to efficiency and growth. If the lack of
spending is a problem for an economy, there
are specific tools available to increase spending.
After accounting for these tools, the question
about whether increasing the minimum wage
increases spending is simply beside the point.
This primer demonstrates the errors in
the public’s thinking about corporations,
international trade, and immigration. It will
clarify the public’s intuitions of how these
issues relate to spending2 and offer an
alternative, more constructive, perspective on
how to best analyze such policies. The
confusion that stretches across the political
spectrum is incentive enough to clarify the
arguments surrounding these issues.

An Example
One anti‐tax argument is that business
owners would hire more but the government
taxes away their money. The small business
owner looks at the money left over after
accounting for his expenses and everything the
tax man took away. If only the government
hadn’t taxed away so much of his income, he
would have hired another worker, helping his
business to grow in the process.3
But there’s a lot wrong with this story.
Let’s say the business owner has a good idea of
how many workers to hire, perhaps at his pizza
shop. If he hires only one worker, the worker

In economists’ jargon, what we are really talking
about is “aggregate demand.” We shall stick to the
more intuitive term “spending” out of sake of
clarity.
3 See Robert Frank, 2011, The Darwin Economy,
Princeton University Press for a more detailed
description and dismantling of this argument. This
citation should not be interpreted as an endorsement
of other arguments presented in the book.
2
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Corporrations
There is a general susp
picion that
corporrations do leess good for their comm
munities
than o
other businesses. In such
h a light they
y are
vieweed as predato
ory, for exam
mple WalMaart.
There are many asspects to thiis position th
hat will
ne is that mo
oney
not bee addressed here. But on
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EO’s yacht, n
never to
return
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Jeff M
Milchen, “Thee Multiplier E
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Indepeendent Busineess Ownershiip,” American
n
Indepeendent Busineess Alliance,
http://w
www.amiba.n
net/resourcess/multiplier‐effect
12

htttp://www.bea
aconhill.org/O
OnTheIssue/Pa
apers/State
sAreFiscallyIllib
beral2013‐0102RM.pdf
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but to private endeavors to keep money from
“leaking” out of the area.13
Of course, the money does not
disappear into thin air; if spending is reduced
in one community, it will increase in another.
The strongest version of this argument is
therefore beggar‐thy‐neighbor – increase
spending in this community at the expense of
another one. Anti‐corporation policies in the
name of spending can only hope to help the
locals by impoverishing outsiders. It is not
obvious why such policies are desirable to
begin with, since spending in this sense is a
zero‐sum game.
And the “locavore’s” argument that
corporations reduce spending by siphoning it
off elsewhere is severely flawed. Suppose Japan
sees that McDonald’s is using the support of
labor in the United States and purchasing many
goods from the US as well. Money that would
be spent and re‐spent in Japan instead “leaks”
into the United States. The correct way to
combat this isn’t to kick the multinational out of
Japan or pass regulations requiring it to source
its resources locally. The Bank of Japan has in
its hands the tools necessary to offset any
shortfall in spending. If Japan loses jobs due to
the presence of the American corporation, the
citizens of Japan should fault the central bank
for failing to do its job, not the corporation.

International Trade

of differences in opinion between economist
and public opinion generally.14 If there is
agreement among economists on any single
policy issue, it is that tariffs should be zero and
that the regulation of trade (outside of basic
safety and purity regulations) should be
eliminated. It is true that in the 1980s, some
academic literature appeared outlining very
specific circumstances where optimal tariffs are
greater than zero appeared, but they were very
rapidly misconstrued. Paul Krugman, whose
work in this area won him the Nobel, has
publicly and repeatedly denounced the use of
this research as a basis for protectionism.15
No one disputes that decreasing imports
and increasing exports will increase spending
in the economy. So, in that sense, making the
balance of trade more “favorable” can certainly
“create jobs.” But the way it would do it is the
same as government spending hopes to –
through inflation. This means that the romance
of factory jobs and “Made in America” is tied to
pumping up inflation in a very circuitous
manner.
Think about it this way. Let’s say
overnight, half of America’s remaining
manufacturing jobs go overseas. Besides the
need for a time of transition, this phenomenon
does not lead to unemployment. The economy
finds new things for people to do, just as it did
when in the distant past workers transitioned
from agriculture. The problem only arises if the
“unfavorable” balance of trade turns into a fall
in spending. Falls in spending are what
monetary and fiscal policy should address.

Economists have long been in favor of
free trade, much to the consternation of the
general public. Trade is the canonical example

Caplan, ibid.
Paul Krugman, 1997, Pop Internationalism,
Cambridge, MA: The MIT Press.
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Consider private local currencies or some of the
arguments used in the “buy local” movement.
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known to serve as inspirations to Ronald
Reagan and Margaret Thatcher and counseled
governments on how to curtail the Great
Inflation in mid‐late century. However, both
economists understood the possibility that too
little spending could have detrimental effects
on the economy.
Milton Friedman literally wrote the
book faulting the Federal Reserve for causing
The Great Depression by not pursuing enough
spending and inflation.17 Late in his life, he
endorsed a policy for the Federal Reserve that,
if adopted today would imply that the Federal
Reserve failed in its duties to maintain high
enough levels of spending over the last five
years.18 Hayek’s beliefs were less clear,
although he eventually saw lack of spending as
being of prime importance for the lengths and
the depths of the Great Depression.19 Calls for
more inflation are not popular within the
Republican Party at the moment, but two of its
intellectual influences in economics certainly
understood the importance of spending.
However, these questions are addressed at the
federal level. Programs which seek to increase
spending at the state and local level are simply
bad policies.
Discussion and Conclusion
The underlying arguments for many
aspects of today’s policy debates may be

Milton Friedman and Anna Schwartz, 1963, A
Monetary History of the United States, 1867‐1960,
Princeton: Princeton University Press.
18 Milton Friedman, 2003, “The Fed’s Thermostat,”
The Wall Street Journal,
http://online.wsj.com/article/0,,SB10612569492595410
0,00.html
19 Lawrence H. White, 1999, ʺHayekʹs Monetary
Theory and Policy: A Critical Reconstruction,ʺ
Journal of Money, Credit & Banking, 31(1): 109‐120.
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coherent, but they rest on the idea that too little
spending in the economy may have negative
consequences. Economists who have studied
the issue find it painfully clear that it makes
more sense to control overall spending in the
economy with monetary and fiscal policy than
to circuitously do so with policies regarding
corporations, international trade, immigration,
or the minimum wage. An argument that any
of these may reduce spending in the economy is
an argument for more monetary or fiscal policy,
not regulation.
There may be other convincing
arguments regarding immigration or the
minimum wage. Those arguments are well
beyond the scope here. The point is that
opposing immigration because it will cause
spending to leak out of the economy or that
immigration will otherwise cause there to be
fewer jobs for those born in America is simply
wrong. These problems would not exist if
monetary and fiscal policy were effective. The
popular view on corporations, trade,
immigration and living wages cannot
withstand scrutiny in honest public discourse.
The benefit of these arguments for
restrictive immigration or higher minimum
wages is that they are politically popular. This
is why politicians and pundits make them. But
take notice that using such arguments yields
that moral high ground to the opponent on
other issues. Claiming that raising the
minimum wage is good for the economy
because it increases spending is no more or less
true than claiming that an influx of immigrants
sending remittances home can cause a collapse
in spending. Either both may be damaging to
an economy or neither is. It is dishonest or
intellectually blind for public figures to claim
that one is an important issue and the other is
irrelevant.
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If monetary and fiscal policies are
properly in sync with the state of the economy,
boosting spending will yield no economic
benefits. And for all practical purposes,
politicians acting at the state and local level will
do more harm than good by trying to
manipulate the level of spending in their own
fiefdom. The intellectually sound arguments
must center on the effects of policy on efficiency

and growth ‐ the first concerns of economists ‐
not the tertiary effects on levels of spending
arising from other policies. Selective usage of
spending arguments reduces the effectiveness
of the polity. Governments which have fallen
under their spell do their economies no favors.
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